ABSTRACT
Introduction
Financial markets have witnessed an excessive change in trading volume and returns which causes abnormal losses and tremendous financial recessions and scandals affecting the financial and economic world during about the last thirty years (July 1990 to March 1991 , March to November 2001 and the recession that began in December 2007 in the case of the U.S., the recession of the 1990s for the Japan, Indonesia after 1998, Argentina after 2001, European Union during 2000 and 2001 , East Asia during 1997 . In the real economic world, these recessions and scandals have not been known only in recent decades, they have been observed since more than one hundred years. The best known are, however, as an indication and not limitation, those of the crash of October 1929 and the oil crisis of 1973.
Although the importance of investigations they made, economists have failed to understand how the economy really works (Posner, 2009 ). In this sense, different explanations are theoretically considered to explain the excessive crises and scandals affecting largely the financial and economic spheres, especially, spanning about the last five decades. In financial markets, the authors analyze the efficiency of markets and the rationality of investors and attribute the dysfunction of financial markets to informational bias. However, in spite of the importance of its implications the rational expectation hypothesis, largely based on the efficient market hypothesis, fails to explain the excessive change in trading and returns in the major financial markets in developed and emerging countries (see, Lavoie, 2010) . Numerous other authors attribute the excessive change in returns and trading volume in the major international markets to behavioral biases and investors' belief such as overconfidence (Daniel, Hirshleifer and Subrahmanyam, 1998) , optimism (Haruvy, Stahl and Wilson, 1999; Weinstein, 1989; Otten, 1989) or pessimism (De Bondt and Thaler, 1987; Barberis Shleifer and Vishny, 1998) . More recently, Akerlof and Shiller (2009) come back to reconsider the Keynesian General Theory recommendation and introduce what they call, such as used for the first time by Keynes (1936) , the "animal spirits" in order to explain how the economy really works.
However, in spite of the importance of prior investigations, the causes of financial and economic crises and recessions remain disputable and the results remain nonconclusive. This leads to investigate the dysfunction of financial markets introducing variables other than that referred to the rational expectation considering, among others, investors' beliefs and behaviors. The aim of this paper is, consequently, to examine the causes of crises and scandals in the financial and economic world and The remainder of this paper is organized as follows: section 2 presents a theoretical overview of the factors which are likely able to explain how the economy works. Section 3 describes the methodology and the data framework of this study and specifies the model to estimate. In section 4, we present and discuss the main results. Section 5 is spared to the conclusion.
Literature Review
Economists consider that economic and financial recessions and crises are mainly caused by factors excluding changing in thought patterns. They attribute the dysfunction of economies and more specifically of financial markets to the failure of investors to expect rationally the future incomes and the evolution of stock returns. Beliefs and sentiments are largely excluded from theoretical and empirical models. Behavioral finance, however, introduces the beliefs and sentiments such as optimism, pessimism, overconfidence… to explain the excessive volatility in prices and trading volumes. Akerlof and Shiller (2009, p. 4) Akerlof and Shiller what they call the "Animal Spirits". In this specific framework, they consider that Human psychology drives the economy and matters for global capitalism. This behavior argument (i.e. animal spirits) has appeared since about more than seventy years ago when Keyens (1936) has noted, in his Genaral Theory, that about most of what we do in our life and especially in economic life are mainly due to behavioral biases such as animal spirits and not as a simple result of rational reaction toward acts and events. In this specific area, he argues that "most, probably, of our decisions to do something positive, the full consequences of which will be drawn out over many days to come, can only be taken as the results of animal spirits […] and not at the outcome of a weighted average of quantitative benefits multiplied by quantitative probabilities" (Keynes, 1932, p. 168) . This point of view is supported more recently by Akerlof and Shiller (2009, p. 168 ) who insist on an explicit manner on the importance of the behavioral components of which the animal spirits in the economic life. They argue, "It is necessary to incorporate animal spirits into macroeconomic theory in order to know how the economy really works. In this respect the macroeconomics of the past thirty years has gone in the wrong direction. In their attempts to clean up macroeconomics and make it more scientific, the standard macroeconomists have imposed research structure and discipline by focusing on how the economy would behave if people had only economic motives and if they were also fully rational.". Here, the authors challenge in an explicit manner the rational expectation hypothesis. We note, accordingly, that the authors insist on the incorporation of psychological components to explain the evolution of markets and economies. Thus, a non surprising sentence shown on the cover page of their book is "How Human Psychology Drives the Economy and Why it Matters for Global Capitalism". This incites to new thinking in the framework of the evolution of the financial economic world.
Considering both the definition given by Keynes (1936) and that of Akerlof and Shiller (2009) to the concept of "animal spirits", we can investigate the impact of several psychological factors on the evolution of the two components of financial markets namely stock prices and trading volume. However, before these investigations, we try to define the concept of "animal spirits" according to these authors. Keynes (1936, p.161) defines the "animal spirits" as "a spontaneous urge to action rather than inaction". From this definition, Keynes excludes all rational components from investors' behavior. Akerlof and Shiller (2009) Akelrlof and Shiller (2009, p. 5-6) and Guldberg (2010) for more details). In this framework, Keynes (1936) as well as Akerlof and Shiller (2009) challenge the rational expectation hypothesis and incite to introduce human psychology as the crucial factor driving investors' decisions and, therefore, markets and economies.
Keynes challenges, especially, the rational expectation hypothesis since it is based on a quantitative model neglecting human aspects. He considers, however, that Human aspects matter more than rational expectation in making decision. In this line, he argues explicitly that about the majority of our decisions depends only on these behavioral components.
Several empirical studies have confirmed the behavior based explanations of the economy works in the major international markets in developed and emerging countries. In a recent work, Dhaoui, Farhani and Garfatta. (2012) attribute the changes in trading volume in the Japanese market to the aggressive reaction of overconfident investors. Dhaoui (2011) introduce several behavioral components to explain the economy works in the case of five developed countries: Japan, U.S., Switzerland, U.K. and France. He developed an empirical model in order to investigate the impact of rational expectation as well as investors' beliefs such as Overconfidence, Pessimism, Optimism and Sponateous reaction on trading volume. The results of the study show that the rational expectation hypothesis fails to explain the evolution of the trading volume as one of the financial components of a stock market. The impact of the behavioral factors varies, however, from one market to the other depending on the specificity and the characteristics of the population. The changes of the trading volume in the context of the Japanese is explained by the aggressive reaction of more overconfident investors. Oppositely, the change of trading in the French Market is due, especially, to the excessive pessimism in the investors' beliefs. The excessive change in trading in the U.S., the Swiss and the U.K. markets are due, however, to more than one psychological factor. The reactions of optimistic, pessimistic or overconfident investors as well as that of those with spontaneous reaction drive these markets and influence largely the evolution of trading.
The investors' beliefs as components of animal spirits are also considered in several other studies (Daniel, Hirshleifer and Subrahmanyam, 1998; Haruvy, Stahl and Wilson, 1999; Weinstein, 1989; Otten, 1989; De Bondt and Thaler, 1987; Barberis Journal of Economic and Social Studies Shleifer and Vishny, 1998; Ciccone, 2003; Piroscă, 2011) . A point of view commonly shared by the major of authors is that investors' beliefs impact significantly the economy works and explain in a major part the economy dysfunction.
Taken together, these empirical and theoretical arguments give explanations to the financial distress. The financial recessions can be interpreted as a consequence of an interruption of normal functioning of markets. In these lines, Hakkio and Keeton (2009, p. 6) argue theoretically that "financial stress can be thought of as an interruption to the normal functioning of financial markets". The interruption in markets functioning implies the reject of the hypotheses according to which financial markets react following fundamental prediction. Anomalies and behavioral biases play therefore a pivotal role in the decision-making process. The investors' beliefs are, hence, the most important factors driving the economy works. In this sense, Hakkio and Keeton (2009, p. 6) consider that "one common sign of financial stress is increased uncertainty among lenders and investors about the fundamental values of financial assets". This uncertainty can be explained as a consequence of the non-rational reaction of investors. The behavioral based reaction induces a distorted prevision of the price evolution given the uncertainty in investors' beliefs and sentiments. This influences significantly the evolution of the two components of financial markets namely returns and trading volumes. Accordingly, the abnormal changes in trading volumes and the low returns largely observed in the major international markets can be explained among others by the reaction of non-rational investors. In this same vein, Dhaoui (2011) among others found that the rational expectation hypothesis loses of significance in the major international markets and that economies are driven by behavioral biases such Overconfidence and Optimism for the specific case of the Japanese Stock Market, Pessimism and "Spontaneous urge to action rather than inaction" for the case of French Stock Exchange and all factors comprising the "Animal Spirits" behavioral bias, including Overconfidence, Spontaneous Reaction, Opromism and Pessimism, for the cases of the U.S. the U.K. and the Swiss Stock Markets.
Data and Methodology
This section presents a description of the sample and the period of analysis. It illustrates also the measurement of each dependent and independent variable that is used and specifies the model to estimate. 
Proxy for Used Variables
The investors' beliefs change following the evolution of gains and losses across the unit of time. Ciccone (2003) uses annual earnings forecast to determine optimism. Optimism is present when the mean annual earnings forecast exceeds the corresponding actual earnings. By extension, pessimism is present when the mean annual earnings forecast is lower than the corresponding actual earnings. In our case, we consider than optimism (respectively pessimism) is present when returns exceed (decrease under) a target level. Accordingly, investors act in optimistic way when they realize gains that exceed a desired level. Let When returns are included in the interval
in a spontaneous manner. The spontaneous reaction variable takes, thus, the value
Overconfidence occurs when an investor realizes gains in previous date. Overconfidence is more pronounced once investor realizes at the time "t" a gain higher than that in time (t-1). Considering investor who will make a decision at the time "t", he reacts in overconfidence manner if his gains in (t-1) exceed his gains in time (t-2).
Oppositely when gains at time (t-1) decrease below their level in (t-2) the investor loses of confidence. The variable overconfidence will be investigated considering the impact of observed return at the time (t-1) (i.e. ( 1), t t  , the rational expectation for the time "t" follows this relation :
( 1)
with
Exp t R represents the expected return at the time "t", and ( 1) t E  represents the error of expectation at the time (t-1) that is equal to the difference between realized return and expected return at the time (t-1) :
The Model
To investigate the contribution of investors' beliefs and behaviors to the explanation of the evolution of trading volume across the time we develop the following model:
With t V represents the natural logarithm of trading volume and t  is an error term.
Results of estimation will take into account the periods of excessive volatility of returns and that of stability. Excessive volatility gives an idea on the dysfunction of financial markets or more specifically financial crises and recessions. Graphical analyses give an idea about the classification of the countries by periods of stability and of the high volatility of their markets. Results in tables 2 to 6 indicate that the hypothesis of rational expectation loses of significance to explain the variability of trading volume in both: periods of stability and the period of high volatility in the five stock markets composing this sub-sample. Oppositely, the animal spirits behavior of investors explains about the whole the variability of trading volume in the same way in periods of stability and in the period of excessive volatile trading in the case of Malaysian, Bombay and Japanese Markets. In fact, the reaction of the optimistic investors influences positively the trading volume. Oppositely, the reaction of the pessimistic investors impacts negatively the trading volume.
Except the case of the Market of Shanghai, for all the other markets (Japan, Malaysia, Bombay and New Zealand) all the components of animal spirits variable impact in about a similar way the trading volume even in periods of stability or in that of high volatility. Thus, in the case of these stock markets we cannot attribute the high variability of trading volume in the period of non-stability to the decisions made by investors with the animal spirits reaction. Tables 7 to 9 give results for countries having known two periods of high volatility. The first takes place spanning from July 2007 to September 2009 and the second starts in August 2011. Journal of Economic and Social Studies Results in tables 7 to 9 indicate for the three countries (France, Hong Kong and Australia) that optimism and pessimism hypotheses as components of animal spirits bias explain the economy works in both: periods of stability and periods of high volatility. For the specific case of Hong Kong, results show also that the reactions of overconfident investors and those with spontaneous reaction impact in their turn the economy works. The hypothesis of rational expectation remain non-significant for the three countries even the period is of stability or of high volatility.
Results for countries with three volatile periods are given in tables 10 to 13. Results in tables 10 to 13 indicate even for countries having three periods of volatility that the hypothesis of rational expectations loses of significance and fails to explain the evolution of trading volume. Sentiments and beliefs drive, however, the economy. In fact, optimism affects significantly and positively the trading volumes whereas pessimism presents significant and negative influences. The weight of impacts is similar even the period is of stability or characterized by a high volatility.
Taken together results for the whole sample including countries with one single volatile period, those with two periods and those with three volatile periods tend toward the same conclusions. The rationality fails to explain how the economy really works; sentiments, beliefs and animal spirits drive, however, the economy. These results are consistent with the prediction of Keynes (1936) who argues that all decisions to do something constitutes most probably a consequence of only animal spirits reaction of the decision-makers and not a result of rational thinking based on statics and models. The results confirm and spur the prediction of Akerlof and Shiller (2009) who plead in favor of the fact that "Human Psychology Drives the Economy".
Considering these results we cannot conclude moreover that Human Psychology constitutes the only factor which causes definitely the dysfunction of the economy. We
Journal of Economic and Social Studies can conclude, however, that sentiments, beliefs or animal spirits can be considered among the main causes of crises once there is no institutional and governmental control. Markets trade ordinary and the accumulation of biases caused by the reaction of non-rational investors induces across the time abnormal losses or abnormal gains. Non-rational investors (those with animal spirits reaction) continue their trading even when markets are not healthy and this behavior lunches the first signs of dysfunction of the financial markets. When institutions and government organizations delay their intervention the impact on the trading can be exacerbated.
Conclusion
The causes of financial recessions and economy dysfunction has come to the forefront of attention of academics, analysts, practitioners, investors, government and all who are interested in financial markets and this probably because of the problems which have been revealed in the economic sphere. Non-rational expectation, investor sentiments, behavioral biases, animal spirits are all factors considered to explain the dysfunction of the economy once the hypothesis of rationality loses of power to explain the excessive volatility and the abnormal gains and losses in the financial markets.
Using a sample of 12 international markets over a period of analysis spanning August 2002 to the mid-September 2011, results shown that economy works is explained in terms of animal spirits and that the hypothesis of rational expectation loses of significance and this for all the markets.
After classification of the analysis by periods of stability and volatility, results indicate that beliefs and animal spirits drive the economies whatever the period is of stability or of high volatility.
Results cannot serve, however, to conclude what factor affects the variety of trading across the periods of high volatility opposite to that during the periods of stability. They allow, however, to understand only what factors can explain how the economy works. Financial markets trade in non-rational way. Investors' belief and their behavioral bias conduct their decision-making process and induce therefore a cumulative dysfunction on financial markets taking the form of repeated cycles.
